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The Federal Reserve System was deliberately designed as an engine of inflation 




Throughout the existence of the Fed, its officers and intellectual supporters understandably asserted 
that the government's movement toward central banking was a most beneficial evolution. 



In a 1948 issue of The Federal Reserve Bulletin, for example, Fed Chairman Thomas B. McCabe 
asserted that money production could not manage itself, so we need a central bank such as the Fed that 
acts for the public interest. Nearly three decades later, the venerable Arthur Burns claimed that the 
basic assets of the Fed are concern for the general welfare, moral integrity, respect for tested 
knowledge, and independence of thought. 

The alleged benefits from a Fed-managed elastic money stock became the standard justification for the 
Fed in later propaganda. Again in 1948, Fed Chairman McCabe asserted that a lack of a central bank 
caused a continual threat of financial panic, but the Fed put an end to this danger — a rather cheeky 
claim to make only a few years after the Great Depression. Subsequent Fed Chairman William 
McChesney Martin claimed that the Fed was designed to minimize panics and crises due to 
irregularities in flow of money supply and make the monetary system function more smoothly, but that 
a gold standard was too rigid. 

In 2013, Chairman Ben Bernanke likewise told college students that "financial stability concerns were 
a major reason why Congress decided to try to create a central bank in the beginning of the 20th 
century." 

Alas, from the beginning, reality diverged from Fed rhetoric. What the Fed claimed it did and would do 
sharply differed from what it actually did and from the consequences of its actions. Instead of 
preventing and ameliorating crises, it caused and aggravated them. Instead of fighting inflation, it was 
inflation's fountainhead. Instead of remaining politically independent, it served politicians. 

While it was originally claimed that the Fed would make financial and economic crises impossible by 



Dollar's Reaction to being worth 95% iess than in 1914 

supplying an elastic money stock, in reality, from the beginning the Federal Reserve System was 
deliberately designed as an engine of inflation to be controlled and kept uniform by the central bank. 

Federal Reserve Reality 

U.S. economic history clearly refutes the notion that the Fed merely maintained an elastic currency to 
satisfy only the needs of commerce. If that were so, one would expect no necessary long-term trend 
toward increasing inflation, yet that is what we see. The rate of annual increase of the monetary base 
has increased with each inflation-enhancing institutional change in our monetary system. From 1918 
through 1933, the year Roosevelt took us off the domestic gold standard, the monetary base increased 
at an average annual rate of approximately 2.2%. From 1933 to 1971, when Nixon took the dollar off 
the last vestiges of the international gold standard, the monetary base increased at an average annual 
rate of 6.4%. After we left gold for good, the Fed increased the monetary base at an average annual rate 
of 9.8%. 

The money stock followed suit. Since the advent of the Fed, M2 money stock increased by $10,006.4 
billion in 2012. That is over a 452% increase during the life of the Fed. 

As one might expect as the money supply increased continually over the past century, the purchasing 
power of the dollar collapsed relative to what it was the century before the Fed. The consumer price 
index was 22.8 times higher in June 2013 than in January of 1913. 

From 1800 to about 1895, the purchasing power of the dollar roughly doubled. Then, as prices began 
their long march up after the advent of the Fed, the dollar's purchasing power began its long slide 
downward, culminating in a PPM (purchasing power of the monetary unit) of approximately 8 cents in 
2009 compared to the dollar of 1800. So much for maintaining the value of the dollar, stable price, and 
manipulating the money supply only for the needs of commerce. 

In light of the historical record, concerns about price deflation should be laughable. Noticeable price 
deflation has occurred only three times over the past one hundred years. The Fed allowed for price 
deflation in the wake of the 1920-21 recession, which is why it was over so quickly. It was ineffective 
in stopping monetary and price deflation in 1931-33 even though it was not for lack of trying. 

The Fed Fails to Prevent Crises 

The financial meltdown of 2008 is merely the most recent economic debacle fostered by the Fed. Less 
than eight years after its origin, a Fed induced inflationary boom set in motion the recession of 1920- 
22. Fed inflation in the mid-to-late 1920s ushered in the recession that turned into the Great 



Depression. After World War II the Fed oversaw 
inflation and recession during the 1950s. By 1963 
Fed-backed inflation so far outstripped the U.S. 
stock of gold that it was nowhere near large enough 
to cover our obligations under the Bretton Woods 
system. The situation was so bad, in fact, that the 
U.S. Treasury was compelled to borrow abroad in 
money other than dollars because of foreign lack of 
confidence in U.S. currency. The Fed prevented 
neither the stock market crash of 1987 nor the 
collapse of the hedge fund Long Term Capital 
Management. Immediately after the great stock 
market crash of 1987, then new Federal Reserve 
Chairman Greenspan, assured investors that the Fed| 
stood ready to provide whatever liquidity was 
necessary to keep the markets afloat. The Fed's 
solution to the 1990s recession and Mexican Peso 
crisis was more of the same — monetary inflation 
via credit expansion. 
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Investors flush with new cash were looking for opportunities and became hip to the next big thing: 
technology and the internet. Fed inflation in the 1990s led to the tech-stock bubble and subsequent 
recession of 2000. The Fed again responded by doing what it does best: assuring investors, expanding 
credit and increasing the money supply and repeated its "accommodation" after the 9/11 terrorist 
attacks. Many investors, bitten by the tech crash and induced by various lending regulations, directed 
their new money into real estate and then mortgage backed securities and financial derivatives based on 
these securities. Capital was malinvested again resulting in the Great Recession and the worst of crony 
capitalism. 

Economic history demonstrates that not only has the Fed not provided economic stability, again and 
again it has introduced instability and economic destruction through its inflationary credit expansion 
and interest rate manipulation. 



Conclusion 

For 100 years the Fed has proclaimed its econonomic indispensibility. The picture it paints of a world 
without the Fed is a dystopian one in which society is left lurching from recession to recession, 
alternately experiencing runaway inflation and high unemployment. Thanks to the Fed, it is claimed, 
we instead enjoy sound money, fewer recessions, high employment, stable prices, and increased 
standards of living. In other words, the Fed is absolutely necessary for full-orbed macroeconomic 
stability. 

Economic reality teaches a vastly different lesson, however, because the laws of economics have a way 
of impinging on statist rhetoric. The history of the Fed has been one of monetary inflation, higher 
overall prices, diminished purchasing power, economic depressions, and lost decades. In 1913 the state 
sowed the inflationist wind and for a hundred years we have been reaping the economic whirlwind. 
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Focus on the almighty entrepreneurs and business builders 




The U.S. now ranks not first, not second, not third, but 12 among developed nations in terms of 
business startup activity. Countries such as Hungary, Denmark, Finland, New Zealand, Sweden, Israel 
and Italy all have higher startup rates than America does. 



We are behind in starting new firms per capita, and this is our single most serious economic problem. 
Yet it seems like a secret. You never see it mentioned in the media, nor hear from a politician that, for 
the first time in 35 years, American business deaths now outnumber business births . 

The U.S. Census Bureau reports that the total number of new business startups and business closures 
per year — the birth and death rates of American companies — have crossed for the first time since the 
measurement began. I am referring to employer businesses, those with one or more employees, the real 
engines of economic growth. Four hundred thousand new businesses are being born annually 
nationwide, while 470.000 per year are dying. 

You may not have seen this graph before. 



BUSINESS CLOSINGS HOLD STEADY WHILE 
BUSINESS STARTUPS DECLINE 

Business startups have been declining steadily in the U.S. over the past 30 years. But the startup 
rate crossed, a critical tines] ink] in 2008 K when the birth mix- of new businesses dropped below 
the death rate for the first time since these metrics were first recorded. 
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Source: U.S. Census Bureau, Business Dynamics Statistics 
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Until 2008, startups outpaced business failures by about 100,000 per year. But in the past six 
years, that number suddenly turned upside down. There has been an underground earthquake. As 
you read this, we are at minus 70,000 in terms of business survival. The data are very slow coming out 
of the U.S. Department of Census, via the Small Business Administration, so it lags real time by two 
years. 

Net Number of New U.S. Firms Plummets 

Business startups outpaced business failures by about 100,000 per year until 2008. But in the past six 
years, that number suddenly reversed, and the net number of U.S. startups versus closures is minus 
70,000. 



NET NUMBER OF NEW U.S. FIRMS PLUMMETS 

Business startups outpaced business failures by about 100 t OOO per year until 2008- But in 
the past &jx years, that number suddenly reversed, and the net number of LIS. startups versus 
closures is -70,000. 
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Source: TXS, Census Bureau, Longitudinal Business Database 



My hunch is that no one talks about the birth and death rates of American business because Wall Street 
and the White House, no matter which party occupies the latter, are two gigantic institutions of 
persuasion. The White House needs to keep you in the game because their political party needs your 
vote. Wall Street needs the stock market to boom, even if that boom is fueled by illusion. So both 
tell us, "The economy is coming back." 

Let's get one thing clear: This economy is never truly coming back unless we reverse the birth 
and death trends of American businesses. 

Dead- Wrong Thinking 

It is catastrophic to be dead wrong on the biggest issue of the last 50 years — the issue of where 
jobs come from. Our leadership keeps thinking that the answer to economic growth and 
ultimately job creation is more innovation, and we continue to invest billions in it. But an 
innovation is worthless until an entrepreneur creates a business model for it and turns that 
innovative idea in something customers will buy. Yet current thinking tells us we're on the right 
track and don't need different strategies, so we continue marching down the path of national decline, 
believing innovation will save us . 

I don't want to sound like a doomsayer, but when small and medium-sized businesses are dying 
faster than they're being born, so is free enterprise. And when free enterprise dies. America dies 
with it. 
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Let's run some numbers. You will often hear from otherwise credible sources that there are 26 million 
businesses in America. This is misleading; 20 million of these reported "businesses" are inactive 
companies that have no sales, profits, customers or workers. The only number that is useful and 
instructive is the number of current operating businesses with one or more employees. 

There are only 6 million businesses in the United States with one or more employees. Of those, 3.8 
million have four or fewer employees — mom and pop shops owned by people who aren't building a 
business as much as they are building a life. And God bless them all. That is what America is for. We 
need every single one of them. 

Next, there are about a million companies with five to nine employees, 600,000 businesses with 10 to 
19 employees, and 500,000 companies with 20 to 99 employees. There are 90,000 businesses with 100 
to 499 employees. And there are just 18,000 with 500 employees or more, and that figure includes 
about a thousand companies with 10,000 employees or more. Altogether, that is America, Inc. 

Let me be very clear. America, Inc. is far more important to America's security than our military. 

Because without the former prospering — and solvent — there is no latter. We have enormous military 
power only because of a growing economy that has, so far, made it possible for the government to pay 
its bills. When former Chairman of the Joint Chiefs of Staff, Adm. Mike Mullen, was asked in a Senate 
hearing on June 28, 201 1, to name the biggest current threat to the security of the United States, he 
didn't say al-Qaida. He didn't say Iran's nuclear capabilities. He answered, "I believe our debt is the 
greatest threat to our national security." 

Declining Businesses Mean Declining Revenues for Social Spending 

Keep in mind that these 6 million businesses, especially small and medium-sized ones, provide jobs for 
more than 100 million Americans and much of the tax base for everything. These small, medium and 
big businesses have generated the biggest economy in the world, which has allowed the country to 
afford lavish military and social spending and entitlements. And we've been able to afford all of this 
because, until now, we've dominated the world economy. 

When new businesses aren't being born, the free enterprise system and jobs decline. And without 
a growing free enterprise system, without a growing entrepreneurial economy, there are no new good 
jobs. That means declining revenues and smaller salaries to tax, followed by declining aid for the 
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elderly and poor and 
declining funding for the 
military, for education, 
for infrastructure — 
declining revenues for 
everything. 

America has maintained 
the biggest tax coffers in 
the world because its 
300+ million citizens 
have produced and ownedj 
one-quarter of virtually 
all global wealth. The 
United States clobbered 
everyone in the battle of 
free enterprise, in the 
battle of business 
building, and in the battle 
of inventing the future. 
Until recently, America 
had blown the world 
away in terms of 

economic success. We are now quickly losing that edge, and everything we're trying to do to fix 
the problem is dead wrong. 

Here's why: Entrepreneurship is not systematically built into our culture the way innovation or 
intellectual development is. You might say, "Well, I see a lot of entrepreneurial activity in the 
country." Yes, that's true, but entrepreneurship is now in decline for the first time since the U.S. 
government started measuring it. 

The whole country and subsequently the world are having their own dead-wrong moment, and it 
is causing America and the whole world to make everything worse. And people know it, though 
they may not know why. When Gallup asked Americans to rate how much they personally worry about 
particular problems facing the country , the top three issues that respondents worry about a "great deal" 
were the economy (59%), federal spending and the budget deficit (58%), and the availability and 
affordability of healthcare (57%). 

The more we execute on our leadership's erroneous belief in innovation, the more our engine 
stalls out — and the more people rightly worry about economic issues. 

Because we have misdiagnosed the cause and effect of economic growth, we have misdiagnosed the 
cause and effect of job creation. To get back on track, we need to quit pinning everything on 
innovation, and we need to start focusing on the almighty entrepreneurs and business builders. And that 
means we have to find them . 
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